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Year at a Glance 


Financial 1971 1970 Change % 
Operating Revenues $508,341,000 $478,259,000 6 
Operating Expenses 480,085,000 457,396,000 5 
Net Income (Loss) 1,662,000 (1,072,000) 

Invested Capital at Year-End 670,753,000 585,291,000 LS 
Return on Investment 4.6% 4.5% 

Other 

Revenue Passenger Miles* (000) 6,426,830 6,427,811 — 
Passenger Load Factor* 55% 57% 

Yield per Revenue Passenger Mile* 6.39¢ 6.03¢ 6 
Total Available Ton Miles (000) 2,122,442 2053/3855 3 
Operating Expense per Available Ton Mile 22.62¢ Z2:21¢ Ps 
Personnel at Year End 17,266 17,447 Ci) 


“Scheduled Services only 


Glossary of Terms 


All-Up Weight Load Factor 
(%) the ratio: 


Revenue Ton Miles 


x 100 
Available Ton Miles 


Available Seat Miles 

Total seats available for revenue passengers, 
multiplied by the number of miles those seats 
are flown. A measure of passenger capacity. 


Available Ton Miles 

Number of tons available for the carriage of 
passengers, cargo and mail, multiplied by the 
number of miles this capacity is flown. A 
measure of overall capacity. 


Express Ton Miles 

Freight Ton Miles 

Mail Ton Miles 

Tons of the applicable commodity carried, 
multiplied by the miles they are flown. 
Measures of commodity traffic. 


Operating Ratio 
Operating profit as a percentage of operating 
revenues. 


Passenger Load Factor 
(%) the ratio: 


Revenue Passenger Miles 


x 100 
Available Seat Miles 


Return on Investment 

Net income after income tax plus net interest 
expense expressed as percentage of average 
investment. Investment is the sum of long- 
term debt and shareholders’ equity. 


Revenue Passenger Miles 

Total revenue passengers carried multiplied 
by the number of miles they are flown. A 
measure of passenger traffic. 


Revenue Ton Miles 

Total tons of all revenue traffic carried 
multiplied by the miles they are flown. An 
overall measure of traffic. 


Yield 
Average revenue per revenue passenger 
mile or revenue ton mile. 
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To the Honorable 
The Minister of Transport 
Ottawa 


Sir, 
The Board of Directors of Air Canada is pleased 
to submit its report for 1971. 

Air Canada experienced a marked upturn in 
traffic and revenues during the last quarter of 
the year, and by December 31, gross operating 
revenues had exceeded $500 million for the 
first time in the company’s history. A small 
profit of $1,662,000 was achieved, compared 
with a loss of $1,072,000 in 1970. Return on 
investment increased very slightly from 
4.5% to 4.6%. 

This result, in a year when average traffic 
growth was extremely low and cost inflation 
severe, reflected the determined effort of 
management to control costs. 

The operations of all North American airlines 
were unfavorably influenced by the economic 
climate which prevailed during the early months 
of 1971. Although the Canadian economy 
demonstrated an improving rate of growth as 
the year progressed, the slower recovery in the 
United States affected the fortunes and activi- 
ties of all North American carriers. It was not 
until the end of the third quarter that consumer 
confidence, stimulated by the various measures 
implemented in the monetary and fiscal sector, 
began to show signs of returning. The general 
performance of the economy has set the stage 
for an acceleration in its advance during 1972. 

The passenger traffic growth of all United 
States domestic trunk airlines was 2% in 1971, 
another low rate following 1970's increase 
of less than 1%. A favorable trend developed 
late in the year as North American business 
and holiday travel became noticeably stronger. 
The United States airline industry ended 1971 
with an estimated profit after tax of $35 million, 
a significant improvement over the aggregate 
loss of $101 million in 1970. This resulted 
mainly from fare increases which were 
approved by the United States regulatory 
authorities, and severe cost control measures 
including extensive personnel reductions. 

Air Canada’s return of 4.6% on investment 
is inadequate on the very substantial capital 
invested and in no way compares with a stand- 
ard of 12% which has been determined by 
the United States regulatory authority to be 
acceptable in airlines for the purpose of setting 
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tariffs. It is an objective of management to 

improve this return in order to justify the ad- 
ditional investment which will be required to 
service present and new markets adequately. 


Revenues and Traffic 

The past year was a disappointing one. 
Predicted revenue and traffic growth was late 
materializing, so that annual operating revenues 
were considerably below those anticipated 
and only 6% greater than the level achieved in 
1970. The rotating strikes conducted in July 
by Air Canada members of the International 
Association of Machinists and Aerospace 
Workers had an unfavorable effect on traffic 
and revenue during this busy period. Excluding 
1969, in which there was a month-long strike, 
the increase in revenue was the lowest 

annual growth rate recorded since the com- 
pany was organized in 1937. The last three 
months of 1971, however, showed consider- 
able improvement with passenger traffic and 
revenue up 10% and 14% respectively over 

the same period in 1970. 

For the full year, passenger revenue, account- 
ing for 80% of the total revenues, increased by 
6% while passenger miles remained constant 
at 6.4 billion. The improved passenger revenue 
resulted from the effect of domestic passenger 
fare increases in the fall of 1970 and in March, 
1971, together with the upward adjustments 
to Atlantic and Caribbean fares in April, 1971. 
Such increments were necessary to combat 
the effect of rapidly escalating costs. 

On North American routes, passenger traffic 
was up only 2% for the year; however, the 
fourth quarter growth was 11%. First class 
traffic was particularly disappointing. 

Passenger traffic on the Atlantic dropped 
11% below the prior year’s level. An important 
reason for this was the absence in 1971 of the 
extra daily trans-Atlantic flight which the 
company operated in 1970 at the request of 
its pool partner, BOAC. When the traffic from 
this extra flight is removed from the 1970 
figures, the decline in 1971 becomes 5%. 

Passenger traffic on southern routes in- 
creased 8%. In the first quarter, traffic was up 
only 5% but the 1971-72 winter season com- 
menced strongly with a 1971 fourth quarter 
growth of 15%. Coinciding with the impetus 
provided by the economic upturn were an 
aggressive promotion campaign, the intro- 
duction of daily Boeing 747 service on the 
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Montreal-Miami route, and the opening of 
Florida’s Disney World. 

The system yield per passenger mile at 6.4¢ 
was up 7% from the 1970 yield of 6.0¢ as the 
effect of increases in regular fares more than 
offset the impact of reduced Atlantic youth 
fares. 

Air express revenue at $10 million was down 
21% due entirely to the abnormally high 
volume in 1970 caused by the postal workers’ 
strike. An air express service improvement 
program was developed and implemented 
during 1971 in conjunction with Canadian 
National Railways and in those months where 
comparisons were not distorted by the impact 
of last year’s strike, monthly revenue growths 
averaged 16%. One major feature of the service 
improvement was the unitization of air express 
in containers for faster handling, better relia- 
bility and lower processing costs. 

Air freight volume and revenue increased 
9%, in spite of the poor economic climate. 

On July 1, 1971, the Canada Post Office 
inaugurated the ‘‘Universal All-Up” letter mail 
service, making Canada the first country to 
implement such a system on a worldwide 
basis. Sea conveyance of letters was dis- 
continued and they are now sent by air from 
Canada to all other countries of the world. 
Although there was a substantial increase in 
mail volume (up as much as 90.7% over the 
Atlantic in the month of December), a decrease 
in mail rates resulted in no growth in inter- 
national mail revenue during 1971. New 
pricing arrangements for Canadian mail 
services were reached with the Post Office 
and domestic mail revenue increased 5% over 
1970 when revenues were adversely affected 
by the postal workers’ strike. 

The operation of charter flights throughout 
the world continued at significant levels. An 
estimated 43% of all air traffic to and from 
Canada over the North Atlantic moved on 
charter aircraft, compared with 36% in 1970. 
Air Canada passenger charter revenue, at 
$17,841,000, was up 24%, while revenue from 
freight charters increased 31% to $1,709,000, 
in part a result of the United States dock 
strikes. 


Expenses 
Operating expenses totalled $480,085,000, 
up 5% over 1970. 
During the year, the retirement of turbo-prop 


Thousands of : : Milli 
Employees Salaries, Wages and Employee Benefits el eHENC 
and Average Staff Levels 
22 190 
“© Average number of employees 
wus Salaries, Wages and Employee Benefit 
20 g ploy enefits 170 
18 150 
16 130 
14 110 
12 90 
| i 
10 70 
1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 
P t ; 
nah Canada-Europe Passengers - All Carriers 
Compared: Scheduled Services vs Charter 
80 OOse ©< Scheduled Services Ges Charter 


1966 1967 1968 1969 1970 


1971 


aircraft and the introduction of Boeing 747s, 
coupled with schedule changes, resulted in an 
increase of only 3% in available ton miles. 

As anticipated, rising costs overtook and 
passed the productivity benefits gained by 
converting from propellor to jet fleets. Ac- 
cordingly, the trend of many years to lower unit 
operating costs has reversed, with the cost 
per available ton mile increasing from 22.3¢ 
in 1970 to 22.6¢ in 1971. If present economic 
tendencies continue, the airline will have to 
expect further increases for labor, fuel and 
materials. 

During 1971, average employee strength 
was below that of 1970 and only slightly more 
than in 1969. Despite this reduction, the charge 
for salary, wage and employee benefits 
increased 5%. 

The reduction in maintenance expenses from 
the 1970 level reflects the decreased use of the 
company’s Viscount and Vanguard turbo-prop 
fleets which, in terms of maintenance costs, 
are substantially more expensive to operate 
than the pure jets which replaced them. 

Depreciation and obsolescence charges rose 
$11,542,000 or 24%, because of fleet additions 
during 1970 and 1971 and the commencement 
of operations of the ReserVec Il computer 
reservations system. 

Interest on notes and debentures amounted 
to $31,861,000 compared to $31,920,000 in 
1970. This decrease reflects the net effect of 
lower interest rates applicable to loans re- 
financed during 1971, partially offset by the 
cost of new borrowings. 


Margins and Profitability 

The airline industry is labor intensive. More 
than 42% of Air Canada’s total operating 
expense is accounted for by salaries, wages 
and related employee benefits, with the result 
that the company is particularly vulnerable to 
inflationary pressures. Fixed costs such as 
those related to passenger handling at airports 
and the expense involved in aircraft take-off 
and landing are rising fastest in relation to 
passenger volume. These include personnel 
and systems costs in reservations, ticketing 
and passenger check-in at airports, baggage 
handling, ramp crews, as well as charges 
assessed by governments for the use of air- 
ports and terminals. The question arises as to 
whether fares on short-haul routes, where 
these fixed costs have their maximum impact, 
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are adequate at present levels of service. 


Financial Position 

Total assets approximated $800 million at year 
end, up $92 million. Working capital increased 
$23.6 million from a negative $0.9 million at 
December 31, 1970. 

The investment in property and equipment 
grew to a total of $639 million after deducting 
accumulated depreciation. Expenditures during 
the year aggregating $116 million included 
final payments on three Boeing 747 aircraft 
and progress payments on five additional 
DC-9s and ten L-1011s. In the case of the 
latter, and as a result of prolonged discussions 
and negotiations between Lockheed, its major 
airline customers, Rolls-Royce (the engine 
supplier), and the United States and United 
Kingdom governments, Air Canada re-affirmed 
its purchase commitment and accepted a price 
increase and a delivery delay of approximately 
one year. 

The company continued to hold delivery 
positions on four Concorde supersonic trans- 
ports on which no purchase decision has 
been made. The Boeing supersonic transport 
program was cancelled as the result of 
action by the United States Congress in 
early 1971 and the company’s delivery 
position cash deposits of $1,296,000 were 
fully refunded. 

At year end, notes and debentures totalled 
$632 million, an increase of $84 million which 
was loaned to the company by the federal 
government during the calendar year 1971 to 
assist in the financing of the airline’s equipment 
and operations. 

With share capital and retained earnings 
aggregating $39 million on December 31, 
1971, the debt/equity relationship remained 
94/6 as at the end of 1970. The major United 
States carriers’ average approximated 63/37. 


Services 
Air Canada intensified efforts to stimulate air 
travel and expand its market during the past 
year. The company concentrated on strength- 
ening its product and improving its services. 
A highlight of the year was the successful 
introduction of the 365-seat Boeing 747. 
Service was inaugurated April 25 on a daily, 
non-stop flight between Toronto and Vancou- 
ver. The aircraft operated on that route for the 
balance of the year with consistently high 


load factors and has been a major selling tool 
in meeting competition. 

The 747 was also used on two other routes 
during the summer — Toronto-London three 
times weekly and daily Toronto-Montreal- 
Paris. Here too, satisfactory results were 
achieved despite general weakness in trans- 
Atlantic traffic. During the winter, the London 
747 flight was suspended and the aircraft used 
daily on the high volume Montreal-Miami 
route. The 747 service to Paris was reduced to 
three flights a week for the off-season. Initial 
planning called for the 747 to serve Frankfurt 
from Paris. However, German authorities re- 
fused permission to land the aircraft in that 
country and it became necessary to serve 
Frankfurt with DC-8 equipment only. 

A number of changes were made to the 
airline's domestic route structure. Service to 
the Saguenay region of Québec was taken 
over by Quebecair on April 25. On November 
6, the final Air Canada flight operated to 
Goose Bay, Labrador as service to that com- 
munity was assumed by Eastern Provincial 
Airways Limited. On December 31, the com- 
pany operated its last scheduled flight to Trois- 
Riviéres, Québec, permission having been 
received from the Air Transport Committee to 
suspend the service due to lack of traffic. 

The company continued to extend cooperation 
and assistance to Canada’s regional air 
carriers whenever possible during the year. 

Wider use of DC-9 equipment made it 
possible to introduce jets to three new cities — 
Sudbury and London, Ontario and Stephen- 
ville, Newfoundland. In addition, these aircraft 
were used for the first time during the summer 
non-stop between Montreal-Sydney, Saint 
John-Boston and Halifax-New York, the latter 
a new service which eliminated the previous 
en-route stop at Boston. After the success of a 
non-stop summer flight between Toronto- 
Regina, it was included in the 1970-71 winter 
schedule. In October, a DC-9 replaced the 
Viscount on the Winnipeg-Windsor route and 
all Air Canada service into Winnipeg is now 
provided by jet aircraft. A general increase in 
DC-9 flights to the Atlantic Provinces im- 
proved schedules for many communities in 
that part of the country. 

The company operated 35 weekly non-stop 
flights between Canada and the United King- 
dom and 27 to points on the Continent during 
the peak summer period compared with 41 


and 29 respectively in 1970. The reduction was 
due to a decline in scheduled traffic growth, 
the inroads of charter competition and the 
increased capacity of the 747s. 

Air Canada provided 82 weekly flights to 
southern destinations during the peak 1971 
winter period and the use of more long-body 
DC-8 equipment resulted in additional capacity. 

ReserVec II, the new $34 million reservations 
network, went into full operation in early 1971. 
Because of the volume of information this 
system makes instantly available to employees, 
a faster and more complete reservations 
service can now be provided to customers. 

The company raised travel agents’ commis- 
sion rates for transportation within North 
America to 7% on March 1, replacing a sliding 
scale that applied previously. Travel agents ac- 
counted for 42% of system passenger sales 
during 1971, including 54% of southern travel 
and 63% of traffic carried to Europe. 


Marketing 

A detailed study of the needs of the market 
place for travel in Canada was launched. An 
initial result of this investigation was the 
introduction of low cost “Skifari” holidays to 
Western Canada. The plan discounts both air 
transportation and ground arrangements to 
produce a highly competitive vacation pack- 
age. Early results indicate the formula is a 
successful one and other plans are being 
considered to stimulate travel to other parts of 
the country. 

On the Atlantic, a determined effort was 
made to establish a new fare structure which 
would enable the airline to gain a greater 
proportion of the mass travel market. Air 
Canada, with several other carriers, proposed 
an Advance Purchase Excursion (APEX) fare 
at a Montreal conference of the International 
Air Transport Association. This provided for 
individual travel without affinity requirements 
at rates the company considered competitive. 
However, the proposal did not win the neces- 
sary Unanimous support of other carriers and 
the industry faced an open-rate situation for 
several months before a compromise agree- 
ment was reached. 

The new rate structure, which comes into 
effect April 1, 1972, contains fares higher than 
those advocated by Air Canada, especially for 
travel during the summer period. It offers 
significant savings in many categories and is 


consistent with the airline's intention to cater 
to all segments of the market. 

On southern routes, a new group inclusive 
tour fare was introduced between Canada 
and the Caribbean, designed specifically to 
increase Canadian tourist travel during the 
off-season. A new rate agreement was also 
reached by [ATA members for introduction on 
April 16, 1972. This package maintains current 
levels for normal fares and introduces an at- 
tractive individual inclusive tour fare. 

Air Canada announced a unique new “Sun 
Living’ program for southern vacations which 
assures the value of all ground arrangements 
for the trip and offers unusual flexibility. All 
accommodation, car rentals, entertainment, 
restaurants and other items offered in the 
program have been evaluated by either Air 
Canada or an independent agency, thereby 
allowing the airline to guarantee full value to 
the customer. The plan has been well received 
by the travelling public and has met with 
enthusiastic support from Florida and Carib- 
bean tourist officials. 

The range of tours, vacation packages and 
other services was expanded in an effort to 
provide a complete product line to the ever 
broadening travel market. Agreement was 
reached with the 1972 Olympic Games Com- 
mittee for the airline to act as exclusive agent 
within Canada for the sale of all summer games 
admission tickets and living accommodation 
in Munich. 

The company entered a general sales agree- 
ment with Malaysia-Singapore Airlines, in- 
creasing to 23 the number of airlines, plus 
Cunard Lines, it represents in Canada. In turn, 
Air Canada is represented in 41 foreign coun- 
tries by other airlines and new agreements 
were reached with Air-India, Iberia Airlines 
of Spain and Air Pacific Limited, an inter- 
island carrier based in Fiji. These arrangements 
broaden Air Canada’s market base, improve its 
competitive position and earn additional 
revenues. 


Customer Services 

Automated check-in facilities were devel- 
oped and installed by company personnel in 
Miami and London, England. By using com- 
ponents of ReserVec II, the new system speeds 
up and simplifies passenger check-in while 
saving the company considerable time and 
money. Another system was installed in 
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Toronto to perform similar functions and 
automatically issue boarding passes at the 
same time. Expansion to other major airports 
is under consideration. 

Numerous improvements were made to the 
airline’s in-flight services during the year. 
Several innovations introduced on the 747 
received a high degree of public acceptance 
including the entertainment system and the 
no-smoking section. The popularity of this 
restricted area led to the establishment of 
similar sections on other aircraft types. 

Air Canada increased its competitive pres- 
ence in the passenger charter business during 
1971 to win a larger share of that rapidly 
growing market. Four 150-seat DC-8s were 
used for charters during the peak summer 
period, plus additional aircraft when equip- 
ment was available. A total of 228,000 pas- 
sengers were carried on non-scheduled 
operations, a substantial increase over the 
189,000 of the previous year. 


Air Freight 
Highlight of 1971 developments in air freight 
was the introduction of all-cargo service to 
Cleveland and points in the Atlantic Provinces. 
The company operated three all-cargo DC-8s 
and three combination passenger/cargo 
DC-8s to provide six cargo and 14 combina- 
tion flights a week to Europe and seven cargo 
and seven combination flights weekly to 
points across Canada. One Vanguard freighter 
was kept in service following the retirement of 
passenger Vanguards to provide freight capa- 
city five times a week to the Atlantic region. 
The aircraft was also used on a weekly flight 
to Cleveland which augmented a combination 
DC-8 service, and for cargo charters. 
Introduction of the Boeing 747 resulted ina 
sharp increase in cargo capacity. In addition 
to a full load of passengers and baggage, each 
747 can carry 40,000 pounds of air freight, 
roughly half the capacity of a DC-8 freighter. 
To meet demands of a higher than normal 
seasonal rush in the last quarter of the year, 
a combination DC-8 was converted to all- 
cargo configuration and in December, two 
retired Vanguard passenger aircraft were 
reactivated for a short time to carry freight. 
Encouraging progress was made in efforts to 
correct the serious directional imbalance that, 
through the years, has seen a preponderance of 
freight carried on westbound flights. 


The cargo charter market continued to grow 
and Air Canada operated 97 charter flights in 
1971, compared with 87 the year before. 

An agreement was entered with Manchester 
Liners, a trans-Atlantic container shipping 
company, to start a ‘Flying Fish” sea/air 
service. This allows Air Canada to pick up sea 
traffic in Montreal and transport it worldwide 
on its flights and those of other carriers through 
existing interline agreements. 

The airline is participating with Canadian 
National Railways in CANAC Consultants 
Limited. This new company will sell a variety 
of consulting services in the fields of both air 
and rail transportation to foreign countries, 
private firms and other consulting companies. 

To expand its worldwide marketing presence, 
the airline opened new sales offices in 
Belgrade, Johannesburg and Hong Kong. 

Many historic milestones were noted by the 
company during 1971 including 30 years of 
service to Halifax and New York, 25 years to 
Chicago, Cleveland and London, England and 
the 20th anniversary of flights to Paris. 


Fleet and Facilities 

Air Canada took delivery of three Boeing 747s 
and retired 11 Vickers Viscounts and the last 
11 Vickers Vanguard passenger aircraft during 
the year. Overall there was a slight decrease in 
passenger seats available. Jets accounted for 
94% of the seat miles provided compared with 
90% in 1970. 

The operating fleet at December 31, con- 
sisted of 98 aircraft: three 747s, 38 DC-8s, 
36 DC-9s, 20 Viscounts and one Vanguard. 

A major program to reduce smoke and 
exhaust emissions from DC-9 jet engines was 
undertaken. The project, which involves a 
mechanical conversion of the 96 DC-9 
engines owned by Air Canada, will cost 
$566,000 and will be completed by the end of 
1972. The engines used by other aircraft in the 
fleet are cleaner burning and do not require 
modification. 

At the company’s Dorval Maintenance Base, 
facilities were expanded. Construction was 
completed on a $15 million, two-bay hangar 
designed for wide-body aircraft, as was an 
extension of the main base hangar to provide 
overhaul capability for the long-body DC-8s. 
An enlargement of various support services 
was necessary as a result of expanding the 
basic plant capabilities. In addition, a new 
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The whole company united to market 747 service. 
This flight crew posed for advertising 
photography. 


Mechanics from across the system were brought to 
Montreal for 747 maintenance training. 
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Air Canada started a modification of DC-9 jet engines 
to reduce smoke and gas emissions. This aircraft has 
one original and one modified power plant. 


power plant facility was nearing completion 
at year-end, including an engine test facility 
designed to handle jet engines with up to 
100,000 pounds of thrust. Full operation will 
be achieved before the end of 1972. 

Two new line-maintenance facilities for 
wide-body jets were nearing completion in 
Toronto and Vancouver. 

In September, Air Canada reached an agree- 
ment with CAE Aircraft Limited to completely 
refurbish at least three Viscount aircraft at 
Winnipeg. The original agreement for sale of 
the Winnipeg maintenance facility included an 
understanding that all normal maintenance 
work resulting from the operation of the 
Viscount fleet would continue to be performed 
there. A commitment for additional support 
work over a five-year period was also given, 
designed to assist in developing the future 
commercial growth of the facility. The contract 
to refurbish these Viscounts is part of that 
commitment. Several smaller work 
programs were also offered to CAE during 
the year. 


Personnel 

The number of Air Canada employees totalled 
17,266 at December 31, a reduction from 
17,447 the year before. Tight controls were 
exercised on the hiring of new personnel as 
part of the effort to limit expenses and raise 
productivity. 

Four major labor contracts were signed — 
with the Canadian Air Line Pilots’ Association, 
the Canadian Air Line Flight Attendants’ Asso- 
ciation, the International Association of 
Machinists and Aerospace Workers and the 
Canadian Air Line Employees’ Association. 

The company takes pride in the efforts made 
by employees during a year when serious 
economic problems were being faced. Their 
efforts to cut costs, increase operational effi- 
ciency and attract new business played an 
important role in the achievement of improved 
results during the final months of the year. 

The ability and dedication of Air Canada 
people was exemplified in the example set 
last year by the crews of two hijacked com- 
pany aircraft. Their performance in the face of 
very difficult and demanding situations cannot 
be commended highly enough. 


G. R. McGregor 
On March 8, employees learned with sorrow 
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of the passing of one of Canada’s great avia- 
tion figures — Gordon R. McGregor, C.C., 

©. B.E:; DIF.Gy BR Aes. Hons: CAS. ane 
former President and member of the Board 

of Air Canada. 

Prior to his retirement in May 1968, Mr. 
McGregor had a notable career in business 
and in the service of his country, both as a 
citizen and as a member of the Royal Cana- 
dian Air Force. As the architect of Air Canada 
during more than 20 years as President, his 
guidance brought the company from a small 
domestic carrier to one of the largest in 
the world. 

His career in the military was as distinguish- 
ed as in the airline industry. One of the heroes 
of World War II, Mr. McGregor was the oldest 
active fighter pilot in the Battle of Britain. His 
loss will not only be felt by all in Air Canada, 
but by the industry itself. 


Outlook 

The history of air transportation has generally 
been one of rapid expansion. Air Canada today 
carries more cabin crew ona 74/7 than 
passengers on the aircraft of just 30 years ago. 
There is no reason to believe that the air travel 
market will not continue to grow at a healthy 
rate, despite the temporary slowdown exper- 
ienced during the past two years. However, 
increases in future traffic alone cannot solve 
all problems. 

Many important issues must be dealt with 
in the months ahead. There remains a very 
serious requirement to improve return on 
investment if the company is to keep pace with 
the rapid technological change needed to 
provide the Canadian public with modern, 
efficient air transportation. 

General economic forecasts indicate that 
inflation will continue to be a problem. 
Operating costs continue to outstrip the 
development of new operating efficiencies. 
Wages and salaries alone advance faster than 
improvements in productivity, despite a con- 
certed effort to increase efficiency in all areas 
of operation. 

One of the challenges facing scheduled 
carriers today is to find a means to cater to all 
segments of the market, either through 
scheduled services or otherwise. The popular- 
ity of charter flights suggests that the com- 
pany must change its marketing attitudes and 
provide a complete range of products and 
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services to satisfy the total transportation 
requirement. 

Canada’s national airline has a special 
obligation to help develop the country’s 
aviation structure and a duty to assist in the 
implementation of national aviation policy. In 
this respect, the company is cooperating with 
the Ministry of Transport in the development 
of a demonstration Short Take-Off and Landing 
(STOL) service between Montreal and Ottawa. 
The project is intended to test the viability of 
STOL in Canada and Air Canada intends to 
form a separate subsidiary to operate the 
service which is planned to start in the spring 
OnlO7 3. 

Air Canada is also cooperating with federal 
and provincial government agencies in the 
development of a second Montreal airport at 
Ste. Scholastique. The company appreciates 
the benefits this new facility will provide the 
Province of Québec and Canada as a whole, 
but also recognizes that use of two major air- 
ports in the same metropolitan area will 
inevitably increase the airline's costs. 

The airline must face other factors which 
complicate operations and increase costs, 
many necessitated by social reasons or by 
traffic congestion. For example, air traffic con- 
trol procedures often add substantial time and 
distance to flights. Day-time noise regulations, 
night-time curfews and other restrictions are 
costly problems. 

The corporation must continue to grow in 
the scope of the services it provides if it is to 
maintain its forward momentum, make the 
optimum use of its management talents and 
resources, and correct seasonal traffic imbal- 
ances. Air Canada is constantly studying 
traffic patterns and the requirements of the 
market place to assess the potential for new 
services. 

In the months ahead, there is the possibility 
of new competition from foreign airlines in the 
country’s biggest market — Toronto. If that 
city is opened to other carriers, the opportunity 
exists for Canada to win valuable air rights 
from other countries and it is hoped that sub- 
stantial concessions will be obtained. 

The company also requires freedom to 
diversify into new business ventures in travel 
related fields as other major airlines have done. 
In the future, there may be opportunities open 
to the airline to broaden the scope of its 
activities — a move which would improve 


In-flight entertainment — a 747 treat. 
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overall servi ice to the pu é 
revenue and earning potential. 

The problems being faced by Air Canada: 
and the airline in try now are more crucial 
than at any time during its 34-year history. ue 
transportation today is highly complex, 
requiring a multitude of professional and 
administrative skills to be harnessed into on 
cohesive force. This force must producea 
product at the lowest possible price, designed 
to attract and meet the needs of the mass 
travel market. The product must then be sup- © 
ported by the best in service, while the airline 
strives to operate efficienth control co 
achieve an pueduate. return on the Oot 
function. - 

This overall task can only be lished 
through a coordinated approach which utilizes 
the latest in technical and managerial skills to 
identify priority goals, allocate resources, 
establish properly planned systems and 
translate them into a successful transportation 
operation. 
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Statement of Income and Retained Earnings 


(Figures Shown in Thousands) Veer pene Decne borat 


1971 1970 

Operating Revenues 
Passenger $410,407 $387,486 
Freight and express 53,405 52,506 
Mail 16,677 16,229 
Charter 19,550 15,686 
Incidental services — net 8,302 6552 


508,341 478,259 


Operating Expenses 


Flying operations 107,661 101,763 
Maintenance 80,834 82,813 
Passenger service 54,371 50,665 
Aircraft and traffic servicing 79,796 13,163 
Sales and promotion 75,638 75,384 
General and administrative 23,016 23,781 
Depreciation and obsolescence 58,769 47,227 


480,085 457,396 


Operating Income 28,256 20,863 


Non-Operating Expenses (Income) 


Interest on debt 31,861 31,920 
Interest capitalized (3,868) (5,728) 
Gain on disposal of assets (527) C22) 
Non-operating income — net (2,072) (3,063) 
25,394 23,007 

Net Income (Loss) Before Deferred Income Taxes 2,862 (2,144) 
Deferred Income Taxes 1,200 (072) 
Net Income (Loss) 1,662 (1,072) 


Retained Earnings 


Balance at beginning of year 32,689 PME TIS: 
Adjustment of deferred income taxes — 6206 
Dividend (200) (200) 
Balance at end of year $ 34,151 $ 32,689 


ihe: 


Balance Sheet at December 31 
(Figures Shown in Thousands) 


Assets 1971 1970 
Current 
Cash $ 32,389 $ 2,145 
Temporary investments at quoted market value 2,501 5,102 
Notes and accounts receivable 59,573 59'315 
Spare parts, materials and supplies (note 1) 24,646 23 4ST 
Prepaid expenses 2,340 1,943 
Deferred income taxes 10,394 10,519 
131,843 102,661 
Investment in Associated Company — at cost 8,897 8,408 
Property and Equipment (note 2) 639,432 579,685 
Deferred Charges — unamortized 19,848 17,146 
$800,020 $707,900 
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Liabilities 1971 1970 
Current 
Accounts payable and accrued liabilities $ 63,331 $ 62,630 
Salaries and wages 19,727 17,665 
Unearned transportation revenue 16,827 14,439 
Interest and dividend payable 7,310 6,851 
Air travel plan deposits 1,901 1,928 
109,096 103,513 
Notes and Debentures (note 3) 631,602 547,602 
Deferred Income Taxes 20,171 19,096 
Shareholders’ Equity 
Share Capital 
Authorized 250,000 shares par value $100 each 
Issued and fully paid, 50,000 shares 5,000 5,000 
Retained Earnings 34,151 32,689 
39,151 37,689 
$800,020 $707,900 
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Statement of Source and Application of Funds 


(Figures Shown in Thousands) 


Year Ended December 31 


Source of Funds 1971 1970 
Net income (loss) $ 1,662 $ (1,072) 
Add: Depreciation and amortization 57,353 46,116 

Deferred income taxes 1,200 (1,072) 
60,215 43,972 

Capital borrowings 84,000 80,000 
Disposal of assets — net 293 12,283 
Decrease in long term notes receivable — 5,900 
Current portion of deferred income taxes (125) 10,519 
144,383 152,674 

Application of Funds 

Purchase of property and equipment 
including progress payments 116,387 159,469 
Deferred charges 3,708 4,360 
Investment in associated company 489 rz 
Dividend 200 200 
120,784 164,029 
Increase (Decrease) in Working Capital $ 23,599 $(11,355) 


Auditors’ Report 


To the Honorable 
The Minister of Transport 
Ottawa 


We have examined the balance sheet of Air 
Canada as at December 31, 1971, and the 
statements of income and retained earnings 
and source and application of funds for the 
year then ended. Our examination included a 
general review of the accounting procedures 
and such tests of the accounting records and 
other supporting evidence as we considered 
necessary in the circumstances. 

In our opinion these financial statements 


are properly drawn up so as to give a true and 


fair view of the state of affairs of the corpora- 
tion at December 31, 1971, and the results 
of its operations and the source and applica- 
tion of its funds for the year then ended, in 
accordance with generally accepted account- 
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ing principles applied on a basis consistent 
with that of the preceding year. 

We further report that, in our opinion, 
proper books of account have been kept by 
the corporation and the transactions that 
have come under our notice have been with- 
in the powers of the corporation. 


Chartered Accountants 


February 15, 1972 
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Notes to Financial Statements 


1. Spare Parts, Materials and Supplies ($000) 


1971 1970 

Spare parts — cost 397510 38,498 
Accumulated obsolescence SA OOD O05 
20,761 18,993 

Materials and supplies — cost 3,885 4,144 
PRAISES) SYA GM/ 


The corporation provides for the obso- 
lescence of aircraft spare parts, less their 
estimated residual value, by charges to 
operating expenses over the service life of the 
related aircraft. 


2. Property and Equipment ($000) 


1971 1970 
Cost 
Flight equipment and 
components 705,454 620,287 
Ground equipment and 
facilities 177,644 101,827 
883,098 722,114 
Accumulated depreciation 315,320 268,598 
DOs}  alasy ey 
Progress payments 71,654 126,169 
639)432 579/685 


Depreciation is provided on a straight line 
basis to reduce the assets to estimated 
realizable value over their service lives which 
are subject to periodic review. No adjust- 
ments were made in 1971 or 1970. 


3. Notes and Debentures 


Maturity Interest Principal 
Date Rate (%) Amount 
($000) 
Demand notes SED 27,000 
Six month 
revolving notes Sloth AT GIT 
Long term notes 
and debentures OZ 5.1 29,340 
1973 3.9-7.4 22,680 
1976 DES 33,342 
1977 5.2 4,020 
1979 5.6-6.4 67,000 
1980 6.8-7.2 90,000 
1981 4.3-7.6 46,283 
1985 5:9 17,497 
1987 Be 67,069 
631,602 


Included in long term notes and debentures 
maturing in 1980 and 1981 is $51,000,000 
U.S., payable in U.S. funds which has been 
converted at the exchange rates prevailing at 
the dates of issue. Based on the exchange rate 
at December 31, 1971, the principal amount 
would be lower by $3,671,000. 

It is customary to renew the notes and 
debentures as they mature. 


4. Commitments 


Commitments for the acquisition of 15 jet 
aircraft and related spare engines at December 
31, 1971, after deducting progress payments, 
amounted to approximately $191,000,000. 
Financing arrangements have been made for 
$32,000,000 of this amount in respect of 
engines for the Lockheed L-1011. 

Anticipated delivery of the aircraft is as 


follows: 

1S 2ST See O74 ae O75 
Douglas DC-9-32 5 
Lockheed L-1011 1 2. 5 2 


Commitments for ground facilities and 
equipment amount to $13,500,000. 

Annual rental payments for facilities under 
long term leases in effect at December 31, 
1971 were approximately $7,886,000. 


5. Pension Funds 


The unfunded liability of employee pension 
plans was approximately $23,137,000 at 
December 31, 1971 (1970 — $9,454,000). 
The increase in 1971 results from a revision 
in the plan to provide improved pension 
benefits. The corporation is retiring the 
liability by annual payments of both principal 
and interest amounting to $2,097,000 as 
required by the Pension Benefits Standards 
Act. 


te, 


Ten-Year Review 


Financial ($000) | 


Other 


**Engines on to engines off 


Passenger Revenue” 
Operating Revenues 
Operating Expenses 
Operating Profit 

Net (Loss) /Income 
Dividends 

Interest 
Shareholders’ Equity 


Notes and Debentures 


Total Assets 

Working Capital 
Operating Ratio 
Return on Investment 


Revenue Passengers Carried (000) 
Revenue Passenger Miles* (000) 
Available Seat Miles* (000) 

Passenger Load Factor* 

Yield per Revenue Passenger Mile* 
Freight Ton Miles* (O00) 

Total Revenue Ton Miles (000) 

Total Available Ton Miles (000) 

All-Up Weight Load Factor 

Yield per Revenue Ton Mile 

Operating Expense per Revenue Ton Mile 
Operating Profit per Revenue Ton Mile 
Operating Expense per Available Ton Mile 
Average Aircraft Stage Length (miles) 
Average Aircraft Capacity (tons) 


Average Aircraft Utilization per Day 
(Revenue Block Hours) ** 


Available Ton Miles per Employee 


Available Ton Miles per Revenue Block Hour"* 


Personnel at Year End 


*Scheduled services only 


410,407 
508,341 
480,085 

28,256 
1,662 
200 
31,861 
39,151 
631,602 _ 
800,020 
22747 
5.6% 
4.6% 


7,436 
6,426,830 
11,705,813 
55% 

6.39¢ 
201,493 
957,283 
2,122,442 
45% 
53.10¢ 
50.15¢ 
2.95¢ 
22.62¢ 

546 

20.85 


7:21 
121,213 


ae 
IRs 


arn 


1969 1968 1967 1966 1965 1964 1963 1962 
3507277 328,137 295,553 243,877 209,926 177,092 167,653 158,792 
404,652 387,628 345,611 289,943 250,126 213,910 199,390 183,473 
386,188 359,610 329,731 275,990 237,401 203,527 188,121 176,078 
18,464 28,018 15,880 13,953 12,725 10,383 11,269 7,395 
1,548 8,184 3,547 2,910 3,990 1,406 528 (3,541) 
200 200 200 200 200 150 — = 
25,246 18,247 13,857 11,580 11,298 11,491 11,619 11,519 
32,725 24,614 16,630 13,283 10,573 6,783 5,528 5,000 
467,602 392,820 302,820 235,820 235,820 235,820 237,471 237,471 
594,912 508,391 387,451 306,468 287,928 275,361 269,342 274,311 
10,503 11,536 16,560 27,616 51,139 $1272 27,079 22,620 
4.6% 7.2% 4.6% A 8% 5.1% 4.9% 5.7% 4.0% 
4.8% 6.3% 5.2% 5.4% 6.1% 5.2% 4.8% 3.1% 
6,563 6,469 6,393 5,294 4,753 4,189 3,967 3,865 
5,740,299 5,616,011 5,221,358 4,193,212 3,542,867 2,923,842 2,701,899 2,629,285 
10,058,407 9,716,545 8,054,458 6,387,251 5.458263 4642431 4586419 4,379,236 
57% 58% 65% 66% 65% 63% 59% 60% 
5.80¢ 5.84¢ 5.66¢ 5.82¢ 5.93¢ 6.06¢ 6.21¢ 6.04¢ 
148,201 122,916 85,653 74,588 56,100 41,197 32,020 26,305 
788,528 732,456 649,870 534,522 444,139 368,305 331,114 301,506 
1,663,262 1,503,770 1,227,164 1,009,394 868,104 714,866 668,394 593,411 
47% 49% 53% 53% 51% 52% 50% 51% 
51.32¢ 52.92¢ 53.18¢ 54.24¢ 56.32¢ 58.08¢ 60.22¢ 60.85¢ 
48.98¢ 49.10¢ 50.74¢ 51.63¢ 53.45¢ 55.26¢ 56.81¢ 58.40¢ 
2.34¢ 3.82¢ 2.44¢ 2.61¢ 927¢ 2.82¢ 3.41¢ 2.45¢ 
23.22¢ 23.91¢ 26.87¢ 27.34¢ 27.35¢ 28.47¢ 28.15¢ 29.67¢ 
514 489 447 A22 398 334 373 357 
17.16 15.30 14.13 14.59 14.60 13.58 13.04 11.61 
8:00 7:55 8:38 7:59 7:06 6:28 6:24 6:17 
96,026 89,558 77,556 73,582 70,848 61,441 57,685 49,837 
5,912 4,987 4,333 4,420 4,308 3,962 3,744 3,178 
17,138 16,656 16,225 14,351 12,709 11,670 11,330 11,719 
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